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(c)

Dominant interexchange carriers subject to price cap regulation
shall exclude the following offerings from their price cap baskets:

(1)

(2)
3)

4)

(S)

(6)
(7)
(8)
(9)

(10)

(11)
(12)
(13)
(14)
(15)
(16)

Special construction services relating to services in
§ 61.3342 (b)(1), (b)(2), and (b)(3);

All other special construction services;

American Telephone and Telegraph Company Tariff F.C.C.
No. 11 services;

American Telephone and Telegraph Company Tariff F.C.C.
No. 12 services;

American Telephone and Telegraph Company Tariff F.C.C.
No. 16 services, '

Services subject to below-the-line accounting;
international private line and record carrier services;
Contract-based tariffs:

Services removed from price cap regulation pursuant to the
Report and Order in Docket No. 90-132;

Promotional offerings for services in § 61.3342 (b)(1), (b)2),
and (b)(3);

All other promotional offerings;
Custom tariff services;
Readyline 800 service;

AT&T 800 service;

Megacom 800 service;, and

Other 800 services;

61-19



Proposed Part 61 Rules

2 Moved to new Part Y -- Pricing. See § Y.202 -- Price Cap
Baskets and Market Area Categories for Local Exchange
Carriers.

3 id.
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4 Moved to new Part Y -- Pricing. See § Y.202(c).

5 Moved to new Part Y -- Pricing. See § Y.202(d).
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§ 61.3444 Adjustments to the PCt for dominant interexchange carriers.

(a)

(b)

Dominant interexchange carriers subject to price cap regulation

_shall file adjustments to the PCl for each basket as part of the

annual price cap tariff filing, and shall maintain updated PCls to
reflect the effect of mid-year access and exogenous cost changes.

Subject to paragraph (d) of this section, adjustments to each PCI
of dominant interexchange carriers subject to price cap reguiation
shall be made pursuant to the following formula:

PCly = PCly.4 [1 + w(GNP-PI - X) + AY/R + AZ/R]
where:

GNP-Pl = the percentage change in the GNP-Pl between the
quarter ending six months prior to the effective date of
the new annual tariff and the corresponding quarter of
the previous year,

X= productivity factor of 3.0%,

Y= (new access rate - access rate at the time the PC| was
updated to PCl;.1) x (base period demand),

Z= the dollar effect of current regulatory changes when
compared to the regulations in effect at the time the
PCIl was updated to PCli.4, measured at base period
ievel of operations,

R= base period quantities for each rate element "i"
multiplied by the price for each rate element "i" at the
time the PC| was updated to PC| was updated to PCl;.

1.
w= R - (access rate in effect at the time the PCl was
updated to
PClk.1 x base period demand) + AZ, all divided by R,
PCh = the new PCi vaiue, and

PCli.4 = the immediately preceding PCI value.
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(c)

(d)

The exogenous cost changes represented by the term "AZ" in the
formula detailed in paragraph (b), shall be limited to those cost
changes that the Commission shall permit or require, and include
those caused by

(1)

(@)
3)
(4)

(5)

The complstion of the amortization of depreciation reserve
deficiencies;

Changes in the Uniform System of Accounts;
Changes in the Separations Manual;

The reallocation of investment from regulated to
nonregulated activities pursuant to § 64.901; and

Such tax law changes and other extraordinary exogenous
cost changes as the Commission shail permit or require.
These exogenous cost changes shall be apportioned on a
cost-causative basis between price cap services as a group,
and excluded services as a group. Exogenous cost
changes thus attributed to price cap services shall be further
apportioned on a cost-causative basis among price cap
baskets.

In calculating the "AY™ variable in the formula detailed in paragraph
(b) of this section:

(i) the net change in total non-traffic sensitive access
costs for all capped services (in all baskets),
calculated at base period demand, shall be allocated
among the baskets in proportion to each basket's
share of total base period non-traffic sensitive
minutes of access (both originating and terminating);

(i) the net change in total traffic sensitive access costs
for all capped services (in all baskets), calculated at
base period demand, shall be allocated among the
baskets in proportion to each basket's share of total
base period traffic sensitive minutes of access; and

(iii) changes in special access costs in each basket,
calculated at base period demand, shall be assigned
directly to the baskets in which such costs are
incurred.
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(e)

(f)

(h)

in calculating the "w" variable in the formula detailed in paragraph
(b), the access costs that must be subtracted from the "R" variable
shall be apportioned among the baskets in a manner that is
consistent with the methodology provided in paragraph (d) for
caiculating the "AY" in each basket.

The "W{GNP-PI - X)" component of the adjustment made in
connection with the annual price cap filing.

The exogenous cost changes and changes in access costs caused
by new services subject to price cap reguiation must be included in
the appropriate PCl caiculstions under paragraph (b) of this
section beginning at the first annual price cap tariff filing following
completion of the base period in which they are introduced.

in the event that a price cap tariff becomes effective, which tariff
results in an AP| value (calculated pursuant to § 61.3548) that
exceeds the currently applicable PCl| value, the PCI value shall be
adjusted upward to equal the AP| value.

The existing Section 61.45 has been moved to the proposed new

Part Y-- Pricing. See § Y.203.
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§ 61.3548 Adjustments to the API [for Dominant Interexchange
Carriers).?

(@) Except as provided in paragraphs (d) and (e) of this section, in
connection with any price cap tariff filing proposing rate changes,
the carrier must calculate an API for each affected basket pursuant

7 A modified version of the existing Section 61.46, which applies

exclusively to local exchange carriers, has been created in the
new Part Y -- Pricing. See § Y.204 -- Adjustments to the API for
Local Exchange Carriers.
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(b)

(c)

to the following methodology:

APt = APlt1[Z; vi.(pt/Pt-1)i]

where
APl = the proposed API value;
APly_1 = the existing APl value,
Pt = the proposed price for rate element "i"
Pt-1 = the existing price for rate element and "i"
the current estimated revenue weight for rate

=
"

element "i," calculated as the ratio of the base
period demand for the rate element "i" priced at
the existing rate, to the base period demand for
the entire basket of services priced at existing
rates.

New services subject to price cap regulation must be included in
the appropriate API calculations under paragraph (a) of this section
beginning at the first annual price cap tariff filing following
completion of the base period in which they are introduced. This
index adjustment requires that the demand for the new service
during the base period must be included in determining the weights
used in calculating the APL.

Any price cap tariff filing proposing rate restructuring shail require
an adjustment to the API pursuant to the general methodology
described in paragraph (a) of this section. This adjustment
requires the conversion of existing rates into rates of equivalent
value under the proposed structure, and then the comparison of
the existing rates that have been converted to reflect restructuring
to the proposed restructured rates. This calculation may require
use of carrier data and estimation techniques to assign customers
of the preexisting service to those services (including the new
restructured service) that will remain or become available after
restructuring.
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§ 61.3647 Adjustments to the SBI; pricing bands [for dominant
interexchange carriers).®

(a) In connection with any price cap tariff filing proposing changes in
the rates of service categories, the carrier must calculate an SBI
value for each affected service category pursuant to the following

methodology:

SBly = SBlt-1[Zivi(pt/pt-1)i]

where

SBh = the proposed SBI value,

SBl.q1 = the existing SBI value,

Pt = the proposed price for rate element "i"

Pt-1 = the existing price for rate element "i"

Vj = the current estimated revenue weight for rate element

"“i," caiculated as the ratio of base period demand for
rate element "i" priced at the existing rate, to the base
period demand for the entire group of rate elements
comprising the service category priced at existing
rates.

(b) New services that are added to existing service categories must be
included in the appropriate SBI calculations under paragraph (a) of
this section beginning at the first annual price cap tariff filing
following completion of the base period in which they are
introduced. This index adjustment requires that the demand for the
new service during the base period must be included in
determining the weights used in caiculating the SBI.

(e) In the event that the introduction of a new service requires the
creation of a new service category, a new SBI must be established

8 A modified version of the existing Section 61.47 has been
created in the proposed new Part Y -- Pricing. See § Y.205 --
Adjustments to the MABI; pricing bands for local exchange
carriers.
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(d)

for that service category beginning at the first annual price cap
tariff filing following completion of the base period in which the new
service is introduced. The new SBI should be initialized at a value
of 100, corresponding to the service category rates in effect the
last day of the base period, and thereafter should be adjusted as
provided in paragraph (a) of this section.

Any price cap tariff filing proposing rate restructuring shall require
an adjustment to the affected SBI pursuant to the general
methodology described in paragraph (a) of this section. This
adjustment requires the conversion of existing rates in the rate
element group into rates of equivalent value under the proposed
structure, and then the comparison of the existing rates that have
been converted to reflect restructuring to the proposed restructured
rates. This calculation may require use of carrier data and
estimation techniques to assign customers of the preexisting
service to those services (including the new restructured service)
that will remain or become available after restructuring.

(e)(1) Pricing bands shall be established each tariff year for each
service category within a basket. Except as provided in
paragraph (f) of this section, each band shall limit the pricing
flexibility of the service category, as reflected in its SBI, to
an annual increase or decrease of five percent, relative to
the percentage change in the PCI for that basket, measured
from the levels in effect on the last day of the preceding tariff
year.
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f

(9)

The upper pricing bands for the evening MTS and night/ weekend
MTS service categories shall limit the annual upward pricing
flexibility for those service categories, as reflected in their SBIs, to
four percent, relative to the percentage change in the PCI for the
residential and small business services basket, measured from the
last day of the preceding tariff year.

Dominant interexchange carriers subject to price cap regulation
shall caiculate a composite average rate for services contained in
the residential and small business services basket that are
purchased by residential customers. Notwithstanding paragraphs
(e) and (f) of this section, the annual upward pricing flexibility for
this composite average rate shall be limited to one percent, relative
to the percentage change in the PCI for the residential and small
business services basket, measured from the last day of the
preceding tariff year.
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§ 61.3748  Transition rules for price cap formula calculations [for
dominant interexchange carriers).?

(@) Dominant interexchange carriers subject to price cap regulation
shall file initial price cap tariffs May 17, 1989, to be effective
July 1, 1989.

(b)(1) In connection with the initial price cap tariff filing described
in paragraph (a) of this section, each PCI, APl, and SBI shall
be assigned an initial value prior to adjustment of 100,
corresponding to the costs and rates in effect as of
December 31, 1988.

(b)(2) The PCI and API for offerings under § 61.3342(b)(3) shall
be assigned a vaiue equal to 100, corresponding to rates in
offect as of August 1, 1991. Dominant interexchange
carriers subject to price cap regulation shall file new
business basket index levels with the first business basket
tariff transmittal that is filed subsequent to the effective date
of this rule.

@ . : . ‘ .
Lecel o wahenge “'l .';" Ml : '°” ’"“” “’I"'“'l""“' g'g"n."l" 'Ii"

9 A modified version of the existing Section 61.48 has been
created in the proposed new Part Y -- Pricing. See § Y.208 --
Transition rules for price cap formula calculations for local
exchange carriers.
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§61.38

(a)

(b)

Supporting information to be submitted with letters of
transmittal.

Scope. This Section applies to dominant carriers other than local
exchange carriers whose gross annual revenues exceed
$500,000 for the most recent 12 month period of operations or are
estimated to exceed 3500 000 for a ropresentatlve 12 month

ponod

MWMQ— Thnssectnon(othes
han the orecedinag—seniene hig-parageaph) shall not apply to

tariff mmgs proposmg rates for services |dentmed in § 61.3342(a),

(b), (d), (e), and (g), promotional offerings that relate to services .

subject to price cap regulation, tariff—filinge—proposing—rates—for

services—identified—in—§81-80. or to tariff filings, other than
promotional filings, filed on 14 days notice pursuant to §

61.58(c)(6).

Explanstion and data supporting either changes or new tariff
offenings. The material to be submitted for a tariff change which
affects rates or charges or for a tariff offering a new service, must
include an explanation of the changed or new matter, the reasons
for the filing, the basis of ratemaking employed, and economic
information to support the changed or new matter.

(1) For a tariff change the carrier must submit the following,
including compiete explanations of the bases for the
estimates.

(i) A cost of service study for all elements for the most
recent 12 month period.

(i) A study containing a projection of costs for
representative 12 month period.

(iii) Estimates of the effect of the changed matter on the
traffic and revenues from the service to which the
changed matter applies, the carrier's other service
classifications, and the carrier's overall traffic and
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(2)

revenues. These estimates must include the
projected effects on the traffic revenues for the same
representative 12 month period used in (ii) above.

For a tariff filing offering a new service the carrier must
submit the following, including complete explanations of the
bases for the estimates.

(i) A study containing a projection of costs for a
representative 12 month period; and

(ii) Estimates of the effect of the new matter on the traffic
and revenues from the service to which the new
matter applies, the carrier's other service
classifications, and the overall traffic and revenues.
These estimates must include the projected effects on
the traffic and revenues for the same representative
12 month period used in (i) above. '

(¢) Working papers and statistical data.

(1)

Concurrently with the filing of any tariff change or tariff filing
for a service not previously offered, the Chief, Tariff Review
Branch, must be provided two sets of working papers
containing the information underiying the data applied in
response to paragraph (b) of this section, and a clear
explanation of how the working papers relate to that
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(d)

(@)

information.

(2) Al statistical studies must be submitted and supported in the
form prescribed in § 1.363 of the Commission's Ruies.

Form and content of additional matenial to be submitted with certain
rate increases. In the circumstances set out in (1) and (2) below,
the filing carrier must submit all additional cost, marketing and
other data underlying the working papers to justify a proposed rate
increase. The carrier must submit this information in suitable form
to serve as a carrier's direct case in the event the rate increase is
set by the Commission for investigation.

(1) Rate increases affecting single services or tariffed items.

(i) A rate increase in any dervice or tariffed item which
results in more than $1 million in additional annual
revenues, caiculated on the basis of existing
quantities in service, without regard to the percentage
increase in such revenues; or

(i) A single rate increase in any service or tariffed item,
or successive rate increases in the same service or
tariffed item within a 12 month period, either of which
results in:

(A) At least a 10 percent increase in annual
revenues, both from that service or tariffed
item, and

(B) At least $100,000 in additional annual
revenues, both calculated on the basis of
existing quantities in service.

Rate increases affecting more than one service or tariffed item.

(i) A general rate increase in more than one service or tariffed
item occurring at one time, which results in more than
$1 million in additional revenues caiculated on the basis of
existing quantities in service, without regard to the
percentage increase in such revenues; or
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(e)

(f)

§ 61.4066
(a)

(b)

(c)

(ii) A general rate increase in more than one service or tariffed
item occurring at one time, or successive general rate
increase in the same services or tariffed items occurring
within a 12 month period, either of which results in:

(A) at least a 10 percent increase in annual
revenues from those services or tariffed items,
and

(B) at least $100,000 in additional annual
revenues, both calculated on the basis of
existing quantities in service.

Submission of explanation and data by connecting carriers. If the
changed or new matter is being filed by the issuing carrier at the
request of a connecting carrier, the connecting carrier must provide
the data required by paragraphs (b) and (c) of this section on the

date the issuing carrier files the tariff matter with the Commission.

Copies of explanation and data to customers. Concurrently with
the filing of any rate for special construction (or special assembly

equipment and arrangements) developed on the basis of estimated
costs, the offering carrier must transmit to the customer a copy of

the explanation and data required by paragraph (b) and (c) of this
section.

Contract-based tariffs.

Scope. This section shall apply to offerings as defined in
§ 61.3(nwn).

Composition of contract-based tariffs shall comply with § 61.54(b)
through (i).

Contract-based tariffs shall include the following:

(1)  The term of the contract, including any renewal options;

(2) A brief description of each of the services provided under
the contract;

(3) Minimum volume commitments for each service;
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(d)

()

§ 61.4180

(a)

(4) The contract price for each service or services at the volume
levels committed to by the customers:;

(5) A general description of any volume discounts built into the
contract rate structure; and

(6) A general description of other classifications, practices and
regulations affecting the contract rate.

Contract-based tariffs of an interexchange carrier subject to price
cap regulation shall not include services included in §§ 61.3342(b),

61.3342(c)(1), (c)(4), and 61.3342(c)(10).

in addition to the requirements of paragraphs (b) and (c) of
this section, each tariff filing by a local exchange carrier which
introduces contract-based services within a TMA must be
accompanied by a demonstration that the contract-based
service will generate a net revenue increase:

(1) For price cap local exchange carriers: The net
revenue increase showing shall be measured
against revenues generated from all services

subject to price cap regulation; and

(2) For non-price cap jocal exchange carriers: The
net revenue increase showing shall be measured
ageinst revenues generated from all services
subject to rate of return reguiation.

(3) The net revenue increase measured in (1) and (2)
shall be calculated based upon present value
within 38 months from the date the contract-
based service becomes effective.

Optional incentive regulation for rate of return local exchange
carriers.

This section shall apply on an elective basis, to local exchange
carriers for either the combined transport and switchingtraffic
seneitive rates only or for both the combined transport and
switchingtraffic-sensitive and common line rates. Carriers electing
the plan for the combined transport and switchingiraffic
senesitive rates only must participate in the Association common
line pool. Affiliation with average schedule companies shall not bar
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(b)

(c)

a carrier from electing optionail incentive regulation provided the
carrier is otherwise eligible.

If a local exchange carrientelephone-company, or any one of a
group of affiliated local exchange carrierstelephone—companies,
files an optional incentive regulation tariff in one study area, that
local exchange carriertelephone—scompany and its affiliates,
except its average schedule affiliates, must file incentive plan
tariffs in all their study areas.

The following rules apply to local exchange carrierstelephone
companies subject to this section, that become invoived in
mergers, acquisitions, or similar transactions, except that mergers
with, acquisitions by, or other similar transactions with companies
subject to price cap reguistion, as that term is defined in §
Y.2(t1)84-3(w), shall be governed by § Y.20164-44(c).

(1) Any local exchange carriertelephonre—company subject to
this section that is a party to a merger, acquisition, or similar
transaction, shall continue to be subject to incentive
reguiation notwithstanding such transaction.

(2) Where a local exchange carriertelephene-company subject
to this section acquires, is acquired by, merged with, or
otherwise becomes affilisted with a local exchange
carrieriolophone-company that is not subject to this section,
the latter local exchange carriertelephone—company shall
become subject to optional incentive plan regulation no later
than one year following the effective date of such merger,
acquisition, or similar transaction and shall accordingly file
optional incentive plan tariffs to be effective no later than
that date in accordance with the applicable provisions of this
Part 61.

(3) Notwithstanding the provisions of paragraph (c)2) of this
section, when a local exchange carriertelephore-company
subject to optional incentive plan regulation acquires, is
acquired by, mergers with, or otherwise becomes affiliated
with a local exchange carriertelephore—company that
qualifies as an "average schedule” company, the latter
company may retain its "average schedule” status or
become subject to optional incentive plan regulations in
accordance with § 61.4488-3(i)(3) of this chapter and the
requirements referenced in that section.
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(d)

(e)

(f)

(9)

Local exchange carriers that are subject to this section shall not
withdraw from optional incentive regulation until the end of two;
twe-year tariff periods. If a local exchange carrier withdraws from
optional incentive plan regulation, it must file company-specific
tariffs under the provisions of § 61.3038 for four years before it
may again elect to enter incentive plan regulation; such carrier may
not participate in the applicable Association tariff during that four
years. After the four year period, the carrier may either return to
the incentive plan, or remain under § 61.3038 regulation.

Each local exchange carrier subject to this section shall file tariffs
to establish the access categories andbaskets—of—services,
including market area categories, as identified in §§ Y.302,
Y.303, and Y.304 61-42(d)-and-(e).

Each local exchange carrier subject to optional incentive regulation
shall exclude from its access categoriesbaekets such services or
portions of such services as the Commission has designated or
may hereafter designate by order.

New services, other than those within the scope of paragraph (f) of
this section, must be included in the affected access
categorybaeket at the first twe-yeaertariff filing following completion
of the twe-year tariff period in which they are introduced. To the
extent that such new services are permitted or required to be
included in new or existing servicemarket area categories within
the assigned access categorybeeket, they shall be so included at
the first two-year tariff filing following completion of the twe-year
tariff period in which they are introduced.

61-41



Proposed Part 61 Rules

(h)

)

)

(k)

Each filing must be accempanied by supporting materials
sufficient to caiculate required adjustments to each MABI
pursuant to the methodologies provided in § Y.305.

Tariff filings proposing rate changes in an IMA or TMA shall

_include a showing that the requirements of Y.305(e) have been

satisfied.

Each tariff filing by a local exchange carrier for a service
offered in a CMA shall be accompanied by the following:

(1) The term of the service, including any renewal
options;

(2) A brief description of each of the services
provided; .

(3) Minimum volume commitments for each service;

(4) The price for each service or services at the
volume levels committed to by the customers;

(5) A general description of any volume discounts
built into the rate structure; and

(6) A general description of other classifications,
practices and regulations affecting the service
rate.

in addition to the requirements of paragraph (j) of this section,
each tarift filing by a local exchange carrier which introduces a
§ Y.303 service, other than § Y.303(c) and (d) services, in an
IMA or TMA, shall be accompanied by a demonstration that the
service will generate a net revenue increase:

(1) The net revenue increase showing shall be
measured against revenues generated from all
services subject to rate of retum regulation.

(2) The net revenue increase measured in (A) shall be
calculated based upon present value within 38
months from the date the service becomes
offective.
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U]

()

(nj)

(ok)

Tariff filings for contract-based gervices shall be made
pursuant to § 61.40.

Rates for a new service in an IMA or TMA that is the same as that
offered by a price cap regulated local exchange carrier providing
service in an adjacent serving area are deemed presumptively
lawful, if the proposed rates, in the aggregate, are no greater than
the rate established by the price cap local exchange carrier. Tariff
filings made pursuant to this paragraph must include the following:

(1) A brief explanation of why the service is like an existing
service offered by a geographically adjacent price cap
regulated local exchange carrier; and ,

(2) Data to establish compliance with this subsection that, in
aggregate, the proposed rates for the new service are no
greater than those in effect for the same or comparable
service offered by that same geographically adjacent price
cap regulated local exchange carrier.

The maximum allowable rate of return on earnings based on rates
filed by a local exchange carrier subject to this section, shall be
determined by adding a fixed increment of one and one-half
percent to the carrier's prescribed rate of return. Rates of local
exchange carriers subject to this section that result in earnings less
than three-quarters percent below the carrier's prescribed rate of
return may be retargeted to three-quarters percent below the
carrier's prescribed rate of return, in a mid-course tariff filing.

Local exchange carriers filing common line rates under this section
must propose Carrier Common Line rates based on the following:

(1) For the first period the Carrier Common Line revenue
requirement shall be determined by a cost of service study
for the most recent 12 month period. The Carrier Common
Line revenue requirement shall be divided by a factor equal
to the demand over the preceding 12-month period,
multiplied by a factor equal to one plus 1/2 the-ratie of the
Carrier Common Line minutes of use growth from the
initial base period over the proceedingduring-the—mest
resent 12-month period over Carrier Common Line minutes
of use in the preceding 12-month period.
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